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Economic and Fiscal Statement 


Mr. Speaker, 


This is my first speech to the House of Commons as Minister of Finance. 

| would like to thank Members from all sides of the chamber for their good 
wishes on my appointment. | know they join me in extending my best 
wishes to my predecessor, the Honourable Member for Rosedale. He has set 
an example to all of us in his sense of duty and his service to this country. 


| have been fortunate in being able to attend two major international 
economic conferences and to discuss the problems of the world economy 
with finance ministers from many other countries. We all face difficult prob- 
lems at this time. | was also glad to meet with my provincial colleagues 
recently. We had a good, frank discussion and | thank them for their advice. 


| want to use this occasion to speak on the economy, on controls and on 
taxes. This is the first possible opportunity to inform the House of my 
decisions and to get rid of uncertainty. | also want to give the House the 
opportunity to pass the incentive measures of the last budget and any 
additional measures that | will be proposing tonight as quickly as possible. 


The Economy 
Let me report on the economic situation as | find it. 


We have made some progress in bringing down the rate of inflation. Wage 
increases have slowed down. Increases in non-food prices have been reduced 
steadily since the start of the controls program. But there have been some 
setbacks this year because of higher food prices and a weaker Canadian 
dollar. We have a long way yet to go. 


Output has not risen in the last few months as we had hoped. Even if we do 
much better in the second half of this year, total output in 1977 is only 
going to be about 2 per cent higher than it was in 1976. Independent fore- 
casters are calling for gains of only 4 to 5 per cent next year. That is not 
enough to bring down the rate of unemployment. 


More people are at work in Canada. Indeed we have already just about 
achieved the goal set in the last budget of 250,000 more jobs. But the 
numbers of Canadians wanting to work has increased even faster. Unemploy- 
ment has risen to 8.3 per cent for Canada as a whole. 


We must find more jobs. | will not be satisfied until everyone who really 
wants to work can find a job. But | cannot promise any miracle solutions. It 
will take time and effort to overcome our unemployment problems. No one 
should think that there are any easy answers. 


Our balance of payments situation is unsatisfactory. It is true that our 
exports have risen as a result of the recovery in the United States and else- 
where. This is giving rise to a trade surplus of over $2 billion this year. But 
we need an even larger surplus. We have had a large increase in our tourist 
deficit. Furthermore, the deficits on interest and dividends and other services 
are large and growing. These facts have made the Canadian dollar vulnerable, 
and it has declined in value. 


Finally, the revenues of the federal government are growing more slowly 
than expected. As a result, our cash deficits are now so large that room for 
manoeuvre is very limited. 


These are the facts we have to face. They stand in sharp contrast to the 
potential for growth in this country. We have the resources, the land, the 
skills and the tradition of hard work. We have grown faster than most other 
countries in the past and there is no fundamental reason why we should not 
do so in the future. 


| do not want a temporary surge which cannot last and which will start the 
process of inflation all over again. But | do want sustained growth of 
between 5 and 6 per cent in order to bring unemployment steadily down. 
The expansion should be led by exports and business investment. We need to 
improve our trade balance even further and to reduce our tourist deficit in 
order to put our balance of payments into better shape. The business com- 
munity should be planning now the new factories which will be needed to 
produce more in the future. 


Government spending should grow less rapidly, but consumer spending can 
and should grow in line with the economy as a whole. It is this growth, 


together with higher exports, which will reduce the excess capacity in the 
economy and create the demand for more capital investment. 


Barriers to Growth 


What is holding us back? | think there are three things. 


First, our markets abroad have not grown as fast as had been expected. 
World prices of wheat, wood pulp and base metals have been disappointing. 
All countries need to do what they can to get the world economy going 
again. 


Second, we are paying the penalty for letting our costs get out of line. 


This is part of the reason why imports have taken an increasing share of the 
domestic market away from Canadian producers, why there has been such a 
sharp fall in manufacturing jobs, why we have lost ground in tourism, why 
new plants are being built in the United States rather than in Canada. Wages 
are not the only source of these higher costs, but they are the larger part. 
With controls we have seen new wage increases come down from 20 per cent 
in 1975 to 8 per cent recently. So we are no longer losing ground compared 
to the United States. But we have not made up for the ground lost in the 
past. 


We have had to give more protection to some of our weaker industries like 
textiles by restricting imports. But this is only a short-term solution. We 
need lower — not higher — trade barriers here and around the world if we are 
to build efficient manufacturing industries and increase our productivity. 
The drop in the value of the Canadian dollar has helped in restoring our 
competitive position. But this is not a fundamental solution to our problems. 
A falling exchange rate pushes up many costs and prices in Canada. The 
answer must be found in getting the rate of inflation down, in bringing our 
costs into line with those of our main competitors. 


The third thing holding us back is a loss of confidence. 


In part this is a result of inflation, slow growth and high unemployment. But 
the present wave of pessimism seems to have gone too far. It gives too little 
weight to the progress we have made in wringing out the excesses of the past 
and building a better basis for future growth. 


In part this is a result of political instability. People are concerned about 
whether Canada will remain a united country and that concern has added to 
our economic difficulties. | have no doubt whatever that the people of 
Quebec overwhelmingly believe that Canada is their country. Quebec will 
not separate from Canada. But until separatism is defeated, it will impede 
the economic progress not only of Quebec, but of the rest of the country as 
well. 


| want to do all | can to dispel uncertainty — by speaking for a united Canada, 
by standing firm against inflation, by keeping down our spending and our 
taxes and by announcing clear-cut decisions on controls and the economy. 


But | need the help of all Canadians. Government cannot do everything 
itself. A healthy economy is dependent upon a healthy private sector. Con- 
sumers must be able to spend more and the private sector must be able to 
plan its investments with more certainty. 


As | have said, there are no miracle solutions to our economic problems. 
Progress will be slow and it will require hard work, more productivity, lower 
expectations and greater responsibility on the part of all Canadians. 


To stimulate demand without increasing the danger of inflation, | am 
announcing tonight: 


1. A phase-out of controls beginning on April 14, 1978. 


2. A personal income tax cut of up to $100 for low and middle income 
taxpayers. 


3. Further job-creation programs. 
4. Anemployment credit for job creation. 
5. The maintenance of strict restraint on government spending. 


| turn now to a discussion of these proposals. 


The Anti-Inflation Program 


The key elements of the anti-inflation program launched two years ago were 
price and income controls, a gradual slowing down in the growth of the 
money supply, restraint of government expenditure and wide-ranging 
improvements to the structure of the economy. 


We continue to give full support to the Bank of Canada in reducing the rate 
of growth of the money supply and we remain committed to expenditure 
control. It is our firm intent to keep the increase in our spending within the 
growth of the economy. We have achieved considerable success, as have the 
provincial governments. 


Our expenditure ceilings are coming under very heavy pressure. Slower 
growth of the economy is costing us more in unemployment insurance, in 
payments to the provinces and in interest on the public debt. We are faced 
with higher outlays as a result of lower wheat prices and the very bad 
weather during this harvest. Despite these pressures, we will do whatever is 
necessary to stay within the ceilings set by my predecessor last March. 


The controls on prices, wages and other incomes have contributed greatly to 
checking the inflationary spiral in our economy. But they should not be a 
permanent program because the government does not believe in excessive 
intervention in the marketplace. While controls cannot be removed imme- 
diately, phased decontrol will begin on April 14, 1978, two and one-half 
years after the program began. 


The further period of control will enable us to make more progress in 
bringing down the rate of inflation and in reducing inflationary expectations. 
In the next few months we will amend the Anti-Inflation Act to ensure 
effective administration of controls during the period of transition and to 
minimize the risk of a bulge when controls come off. We will also proceed 
with establishment of an agency to monitor and report upon price and cost 
developments. 


In the phased process of decontrol beginning next April 14, employees will 
be free of controls for their guideline years which start after that date. 
Business will be free of price and profits controls for their fiscal years which 
begin after that date. 


Changes are being made in the guidelines for the third year of the program. 
They are fully explained in the Supplementary Information | will be tabling. 
Briefly, the basic guideline for wages and salaries will be 6 per cent. The 
experience adjustment factor will continue to apply. Dividends will remain 
under control. The permissible increase will be reduced from 8 per cent to 

6 per cent, the same amount as for wages and salaries. 


We have no choice but to keep slowing down the increase in costs if we are 
to get the economy going again and reduce unemployment. Barring unfore- 
seen events, the rate of inflation will come down below 6 per cent next year, 
so the lower guideline will not lead to a fall in real incomes. Furthermore, 

| am taking steps to ensure that the take-home pay of lower and middle 
income workers will increase. 


If we had left the regulations unchanged, the guideline would have been 
about 8 per cent because the consumer price index has gone up by more 


than the price target this year. But | would like to emphasize that the first 
two years of the program taken together were just about on target. We did 
better than the target by almost 2 per cent in the first year and seem likely 
to fall short by about the same amount in the second year. This was due to 
two main factors. First, food prices fell in 1976 and then rose sharply in 
1977. Second, the Canadian dollar remained quite strong through much of 
1976 but has since fallen quite sharply. This has pushed up the prices of the 
things we buy abroad. 


There is no way in which we can protect Canadians from the loss of real 
income caused by higher import prices. If money incomes were allowed to 
rise correspondingly, the inevitable result would be still higher prices and we 
would be worse off. 


Fiscal Measures 
| turn now to fiscal measures. 


While my room for manoeuvre is very limited because of large deficits in our 
accounts, | believe we can do more to stimulate the economy. The measures 
| have chosen will serve several purposes. They will offset the cut in the wage 
guideline for low and middle income wage earners. They will stimulate 
consumer spending and housing. And they will create jobs. 


First, | am cutting taxes for low and middle income taxpayers by $100. 

| propose to do this by increasing the minimum amount of the 9 per cent 
federal tax credit from $200 to $300. This will apply only to the 1978 taxa- 
tion year. The value of this additional $100 cut will be more than $700 
million. 


To provide quick stimulus, the reduction will be concentrated as much as 
possible through the January and February deductions at source. The take- 
home pay of millions of employees will increase by $50 in January and $50 
in February. Many will enjoy a holiday from federal income tax in those two 
months and some for the whole year. Here are some examples. 


A typical married taxpayer with two children and an annual income of 
$15,000 will see his federal tax reduced in January and February by the full 
$100. If his income is $10,000 or less, he will pay no federal tax at all in 
these two months. If he earns about $8,500 or less, he will have a holiday 
from federal taxes for the year as a whole. 


Over 7,500,000 taxpayers will benefit from this tax cut. About 6 million will 
receive the full $100 cut. 


| also wish to announce that the indexing factor for the personal income tax 
for 1978 will be 7.2 per cent. This means that the basic personal exemption 
will increase from $2,270 to $2,430. For a family of four, total personal 
exemptions will rise by $360 from $5,120 to $5,480. In total, Canadians 
will pay $850 million less in taxes next year as a result. | only regret that 
the importance of indexation is so often forgotten or ignored in public 
discussion. 


| now turn to our measures of direct job creation. We have already allocated 
a total of $450 million this year for Canada Works, Young Canada Works 
and the other job creation programs. These programs will be maintained at 
this very high level for 1978-79. In addition, we are providing $150 million 
for work projects with a high employment content. These will be focussed 
on high unemployment areas beginning immediately. In total, for the current 
and the next fiscal year, the government will be spending over one billion 
dollars for direct job creation. All of these funds are being provided within 
the expenditure ceilings to which we are committed. 


| also expect to introduce shortly a new program of employment credits for 
private business firms. This will be a new approach to job creation in Canada, 
and | have to give careful study to alternative ways for carrying it out 
efficiently and effectively. | fully expect, however, that legislation will be 
introduced to initiate this new job credit plan early in 1978, at an approxi- 
mate cost of up to $100 million. 


Last, | am taking this opportunity to announce some other tax changes. | 
will be extending by regulation the fast write-off for anti-pollution equip- 
ment until 1980. | will also be extending by regulation for another year the 
special provision permitting taxpayers to offset against other income their 
losses on rental housing generated by capital cost allowances. This will main- 
tain the incentive for the construction of multiple unit residential housing. 

| am bringing the capital cost allowance on wood-frame buildings into line 
with other kinds of buildings. Furthermore, tonight’s Notice of Ways and 
Means Motion includes changes relating to life insurance, corporate surplus 
and loans by companies to their employees. As a result of representations 
from Members on all sides of the House, | will not be proceeding at this 
time with the measure for taxing the investment income realized by a policy- 
holder on the death of the person insured. Details are provided in the 
Supplementary Information. 
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Members will recall that the March budget proposed $1.5 billion in tax 
reductions to stimulate the economy. It included a tax reduction for middle 
and lower income families of up to $50 for each child. It also increased by 
$100 the employment expense deduction. There were significant measures 
to improve profitability and encourage business expansion. The investment 
tax credit was extended and increased. A 3 per cent inventory allowance 
was introduced. The dividend tax credit was enriched. All these measures 
are being reintroduced in the Notice of Ways and Means Motion tonight. 


Long delays in passing tax bills add to uncertainty. We should move swiftly 
to enact the measures proposed in the last budget and the new measures | 
have proposed tonight. 


Finally, | want to say a word about the exchange rate. The policies we are 
following of getting our costs down and our employment up are directed at 
our fundamental problems. With such policies, our balance of payments will 
improve. We have operated in the market to maintain orderly conditions. 
This has involved some loss of reserves during the recent period of decline 

in the exchange value of the Canadian dollar. However, our reserves remain 
substantial, and we have the capacity to supplement them substantially 
should the need arise. We wili continue to follow our floating exchange 

rate policy. | am convinced that confidence in the basic value of the Canadian 
dollar can best be promoted by sound domestic policies. 


Mr. Speaker, | would now like to table the Notice of Ways and Means 
Motion, projections of the government's revenues and expenditures, supple- 
mentary information on the controls program, the text of the government's 
statement of July 29 to business and labour on decontrol and post-control 
arrangements, and details of the tax changes. 


Even though we are holding firm to our expenditure ceilings, our total finan- 
cial requirements are now forecast to increase from $5.5 billion in 1976-77 
to $8.5 billion in 1977-78. They will be even larger next year, mainly 
because we will be paying off $2 billion in accrued interest on Canada 
Savings Bonds. In these circumstances, to attempt to do even more at this 
time through fiscal pump-priming would clearly be counterproductive. 


With all these measures at work, we can expect the economy to grow in real 
terms by 5 per cent next year. To do better than that will require a con- 
certed strategy of change and improvement in the structure of our economy 
extending over the medium-term period ahead. 


Conclusion 


We have made a start on important elements of that strategy. In the critical 
energy area, for example, wide-ranging policies on pricing, taxes, and joint 
private and public investment are helping to develop new sources of supply, 
improve distribution and economize on use. In the housing area, we are well 
on the target of a million more houses for Canadians over four years. Federal 
funds and support are being increasingly channelled into assisted home 
ownership and rental for people of modest income. We have successfully 
proclaimed the 200-mile limit for fisheries jurisdiction, to assure effective 
management and conservation of that valuable resource. For business gene- 
rally, we are making progress in diminishing unnecessary regulation and 
filing of statistical forms. The need for efficiency and higher productivity is 
increasing as we move closer to the hard bargaining of the multilateral trade 
negotiations. 


In all these, and many other areas, much more has to be done by investment 
policy and basic structural changes. We intend to promote such changes, to 
seek the active co-operation of the provinces, and to engage as widely as 
possible in consultation with business, labour and other economic interest 
groups. 


Mr. Speaker, we must realize that these are difficult times for Canada both 
economically and politically. But these are also challenging times because 
Canadians must rededicate themselves to the building of a stronger, more 
prosperous and more united country. 


The solutions to our problems are not easy and they will not all come from 
government. We must realize not only that the resources of government are 
limited, but also that we do not want in Canada the type of society where 
everything comes from the State. Therefore, there will not be any large new 
social programs nor greatly increased government spending. To maintain our 
standard of living, all Canadians must learn to work harder, to be more 
efficient and to be more productive. 


While we have serious problems, we should not exaggerate them. Franklin 
Roosevelt once said that the only thing to fear is fear itself. | am not afraid. 
| will not trade the problems of Canada for those of any other country in 
the world and neither will any Member of this House. 


In building a country, we have had to cope will all the problems inherent in 
developing a new land, in fighting a vast geography and a harsh climate, in 
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experiencing severe economic depression, in accepting international respon- 
sibilities, in living in an age of great complexity and tremendous change, and 
we have succeeded. 


We must adopt once again the spirit of those who built this country, < spirit 
of adventure and initiative, a taste for risk, and the determination of the 
explorer. This is the challenge we must meet. 


This country has been too good for too many of us to let it be destroyed. 

| know that the vast majority of Canadians want to roll up their sleeves, use 
their imagination, create, and produce in the manner of those who came before 
us. 


Each of us has his own contribution to make. Let us do so with enthusiasm. 
This is the only way we can leave to our children the heritage which we have 
received — a country rich in the diversity of its people and its natural 
resources, vast, generous and tolerant, a country which has been, which is, 
and which will be the envy of the entire world. 


Government of Canada Accounts 


Forecasts of the government's 1977-78 fiscal position are set out in the 
accompanying tables. The first two tables show the overall fiscal position, 
and the components of budgetary revenues, on the Public Accounts basis. 
The third and fourth tables show the overall fiscal position, and the compo- 
nents of current revenues and expenditures, on the Extended National 
Accounts basis. 


After taking into account the new tax measures, total financial requirements, 
excluding foreign exchange transactions, of $8.5 billion are expected for 
1977-78. This represents an increase of $3.1 billion from the 1976-77 level, 
and an increase of $2.1 billion from the level originally forecast for 1977-78 
in the budget of March 31, 1977. Total outlays, the sum of budgetary expen- 
ditures and of loans, investments and advances, are unchanged from the 
March 31 budget forecast. The revision is largely accounted for by three 
major factors which affect the budgetary revenues and net non-budgetary 
sources of funds components of total financial requirements. The first is the 
personal income tax reduction just announced, which is estimated to reduce 
tax collections in 1977-78 of about $600 million. The second is the effect on 
budgetary revenues, particularly personal income tax and sales tax revenues, 
and on the unemployment insurance account, of the somewhat weaker econo- 
mic growth now expected for 1977. Finally, there has been a further 
downward revision in the estimated elasticity of the personal income tax, 
that is in the growth of tax revenues estimated to accompany any given 
increase in the tax base. It is now estimated that in the absence of changes to 
the personal income tax, the elasticity of revenues to the base would be 
about 1.1 in a year in which the percentage increase in per-taxpayer income 
was no higher than the percentage increase in exemption levels and tax rate 
brackets resulting from indexation, and close to 1.3 in a year in which the 
increase in per-taxpayer income exceeded the indexation factor by 2 per- 
centage points. The 3.6 per cent decrease now forecast for personal income 
tax revenues from 1976-77 to 1977-78 reflects, in addition to the $600 
million tax cut just introduced and the cuts totalling an estimated $450 
million introduced in the March 31 budget, the reduction in federal tax 
consequent upon the new federal-provincial fiscal arrangements which took 
effect at the beginning of the 1977 taxation year. The later change reduced 
federal personal income tax revenues by about $200 million in 1976-77 and 
is estimated to reduce federal revenues by about $1.3 billion in 1977-78, 

its first full year of application. 


The revisions to the National Accounts forecast from the March 31 budget 
forecast are for the most part rather similar to the revisions to the forecast on 
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the Public Accounts basis; in particular, Direct Taxes, Persons are revised 
downward by roughly the same amount as personal income tax budgetary 
revenue. However, the level of Direct Taxes, Corporations, i.e., corporation 
income tax liabilities, has been revised upwards for both 1976-77 and 
1977-78 with no corresponding change in the forecast of Corporation 
Income Tax revenue in the Public Accounts forecast. This revision reflects 
the upward revision to historical data on Direct Taxes, Corporations released 
by Statistics Canada in June 1977. 


Government of Canada 
Public Accounts Presentation 
Summary Statement of Transactions 


1976-77 1977-78 
Actual Forecast! 1 
($ millions) 
Budgetary Transactions 
RREVERIICS Acres: (x APRN eis co od Sake ah dhe Sia Nay ch envi aed cae a 32,640 33,050 
Expenditunes(4)) -\wewee:  a4eriicr ete erie ene 4 -38,930 -42,250 
SurplusiorD chiGit, (Aerated! Ae eerie vas oo Mareen ed Soc mon -6,290 -9,200 
Non-Budgetary Transactions 
Loans, Investments and Relvaricase Welea twa ace eddie ae nhs -2,148 -2,200 
Annuity, Insurance and Pension Acts ............00+0000% 2,368 1,650 
Other TransactionSwetwe.c 3... cn ret eee eas cate es 676 1,250 
Net:Source om Reguirementsl-)icumeinieh io oo 4 tion ia 2d wore 896 700 
Financial Requirements 
(Excluding Foreign Exchange Transactions) ............... -5,394 -8,500 
Foreigniexchance (ransactionSean enw ae tr siete sie accra. Pe -323(3) 
TotalaminanctaleaReaquicements 1541.0 se. aa iets ec he a cree eye -4,272 -8,823 


(1) Numbers in these columns should be interpreted as mid-points of ranges of estimates. 

(2) Total outlays are composed of budgetary expenditures plus loans, investments and advances. 

(3) These requirements reflect actual transactions to the end of September. No forecast is made of foreign exchange 
transactions in the balance of the period. 


Note: Direct market borrowing, of $461 million in 1976-77 and $244 million in 1977-78, by agent corporations, specifically 
Petro-Canada, the Export Development Corporation and Eldorado Nuclear, which have been authorized to borrow under 
their respective statutes, are not included in Government of Canada financial requirements. 
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Government of Canada 
Public Accounts Presentation 
Budgetary Revenues 


PersomaliMEOMe lax mrt. a5 saa coos) & Saabs «wie. bse pe ebedoms aoe 
COrporariGnriNCOMmer NaKenees cide apa as bia n dobvaw Ndi aleret aaa Get 
NOM ReSICON tN ayaa ea. e S)e ioe bet Paiute e saber een 


1976-77 
Actual 


14,620 
5.377 
451 
2,097 
3,929 
2,681 


297155 
3,485 


32,640 


(1) Numbers in these columns should be interpreted as mid-points of ranges of estimates. 


($ millions) 


1977-78 
Forecast 1 


14,100 
5,670 
500 
2,410 
4,250 
2,530 


29,460 
3,590 


33,050 


Government of Canada 
Extended National Accounts Presentation 
Summary Statement of Transactions 


1976-77 1977-78 
Actual Forecast! 1) 
($ millions) 
Current Transactions 
Ac> Revenues tre ete ort Beir ries Viet Perrier: 36,568 37,450 
Bis EXMenGituresy, «eee ome eon ro ee ects Hy atistecs. n wvclc genet te -40,461 -44,750 
Surplus or Wericite(s). su. keoe vere te, tle eke eae Weegee e -3,893 -7,300 
Loans and Other Transactions 
A. Loans, Investments and Advances ...........--2-0+00- -2,030 -1,952 
By 3. Cashivs;AccralSs (nme ct ci e ter ete a ae ee So 520 593 
Gs sOTNer 1 ansactiOnsSmetey ck ure hea See 4 set eee 9 159 
Nei SOUuree: ois ReOuUire ment: (=he-ucns ans tr tan, ales dace se aarewe acess -1,501 -1,200 
Total Financial Requirements 
(Excluding Foreign Exchange Transactions) ................. -5,394 -8,500 
Foreign Exchange tl ransactions@ee ae tye ers 4 oe ata oe TAizZ -323(2) 
LoOtalarinancial: REGuinenpemtse Sais cade cases orcun susie ale Gea -4,272 -8,823 


(1) Numbers in this column should be interpreted as mid-points of ranges of estimates. No forecast is made of foreign 
exchange transactions. 
(2) These requirements reflect actual transactions to the end of September. 
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Government of Canada 
Extended National Accounts Presentation 
Revenues and Expenditures 


1976-77 1977-78 
Actual Forecast 
($ millions) 
Revenues 
DIREC tMaX See ClSOMS raya fix hale ee teats Pee oan e eR 18,462 18,060 
irectenaxes COLDOraliONns:....<site Sesh herp eres OR Aes 5,852 6,035 
Directanaxes siINOn-Mesioents* occe se. ce ok achalasia meee 522 560 
EMGINEC COU AXES C705 siete he & ties eo ae tee he eee 8,596 9,200 
Other Gurrent Transfers: trom. Persons: .i0niscs is keke ean es 9 10 
[FVESTIMIENTINCOME s 2c s Gav cebu koh Sah ankin ys Seem 2,611 2,990 
Capital Consumption Allowances ........¢0.%% 205050805 516 595 
PO TAME VEMUeS devi: rei ucdck eee inte ate RON closer cae Save rh gael icra 36,568 37,450 
Expenditures 
CurremteGoodsand Sem iCes cts inet ey eee ee 10,135 11,290 
siranstetsravinenits tO. ersOns .ealeants= 45, eee he oe awe 11,803 13,300 
SUDSIGIG See, Fo aaa er ee eae Geta ee ee et eT Phe 2,431 2,630 
Wapital ASSISTANCE pos ee tie eens ers setane e e e eine em eee SIZ 380 
Current lhansters tounOn-mesiGentS.< suas arate pine cae 574 670 
Interestcom:the Publie@ Debt oe 423 oe ase edo. ae eee 4,672 5,380 
TranscerstOce COVINCES acs oe ee eae ee 9,048 9,510 
Pranshers tov OCalwaGVernmentsus...<. «aus eee ae ee ee 197 200 
Gross Capital Formations, #2 20s ose a eee Cee 1,289 1,390 
WTOLaEXPOMCitUheses cca, a conte seis sic oie ate oia eee te een 40,461 44,750 
DULDIUS Or Det Cifate} Ma ofc vi okt ocak pe eve era ee ee eh! -3,893 7,300 


(1) Numbers in this column should be interpreted as mid-points of ranges of estimates. 


Notice of Ways and Means Motion 
to Amend the Income Tax Act 
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Deferral 
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That it is expedient to amend the Income Tax Act and to provide among 
other things: 


(1) That for the 1977 and subsequent taxation years, the amount of capital 
losses that may be claimed by an individual in a year against other income be 
increased from $1,000 to $2,000. 


(2) That where, after March 31, 1977, an individual is granted an option to 
acquire shares of a Canadian-controlled private corporation, one-half the 
difference between the eventual sale proceeds of the shares acquired and the 
price paid to acquire the shares be included in his income when the shares 
are sold provided that 


(a) at the time the option was granted the individual was an employee 
of the corporation or of a Canadian-controlled private corporation 
related to it and that he dealt at arm’s length with the person or 
persons who controlled the corporation or corporations, as the case 
may be, and 


(b) the shares were owned for at least two years by the individual. 


(3) That for the 1977 and subsequent taxation years, the employment 
expense deduction be raised to a maximum amount of $250. 


(4) That effective May 6, 1974, paragraphs 12(1)(o) and 18(1)(m) of the 
Act apply only to amounts which become receivable or payable, as the case 
may be, under an obligation imposed by statute. 


(5) That for taxation years ending after March 31, 1977, in respect of 
depreciable property, a taxpayer be required to deduct a terminal loss in the 
year in which it arises whether or not the taxpayer has a source of income in 
that year. 


(6) That for dispositions of capital property after March 31, 1977, the 
provisions relating to involuntary dispositions be modified 


(a) to apply at the option of the taxpayer, and 
(b) to apply to stolen property. 


(7) That where a taxpayer disposes of a capital property after March 31, 
1977 that is real property (other than a rental property) or eligible capital 
property used by the taxpayer primarily for the purpose of gaining or pro- 
ducing income from a business, any recapture or capital gain be permitted to 
be deferred provided that, by the end of the taxation year following that in 
which the property was disposed of, the taxpayer acquired a replacement 
property. 
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(8) That for the 1977 and subsequent taxation years, the proceeds of dis- 
position of depreciable property and eligible capital property be offset by 
any costs relating to the disposition. 


(9) That for loans made after March 31, 1977, (other than loans to a cor- 
poration resident in Canada or to a related foreign affiliate) the rules in sub- 
section 15(2) of the Act requiring a loan to a shareholder of a corporation to 
be included in the shareholder’s income be extended to cover loans made to 
the shareholder, or to a person with whom he does not deal at arm’s length, 
by the corporation, a related corporation or a partnership. 


(10) That effective January 1, 1979, where interest is required by section 17 
of the Act to be included in computing income in respect of a loan to a non- 
resident, the amount thereof be determined by reference to a prescribed 
rate. 


(11) That where a partnership owned land on or before March 31, 1977 and 
one of the partners had an obligation as of that date to pay interest on 
borrowed money used to acquire that land, to the extent that the partner is 
denied a deduction by subsection 18(2) of the Act, he shall be entitled to a 
deduction in the earlier of 


(a) the year in which he disposes of his partnership interest, or 
(b) the year in which the partnership disposes of the land 
in an arm’s length transaction. 


(12) That for taxation years commencing after March 31, 1977, for the 
purposes of the rules relating to the deduction of interest in subsection 18(4) 
of the Act, the rules for the computation in subparagraph (a) (ii) thereof be 
replaced with rules providing for the determination of shareholders’ equity 
by reference to amounts reflected on the financial statements. 


(13) That for the 1978 and subsequent taxation years, for the purposes of 
the provisions of the Act dealing with advertising expenses in an issue of a 
non-Canadian periodical, the contents of an issue be deemed to be sub- 
stantially the same as the contents of one or more other issues where more 
than 20% of the content is the same. 


(14) That no deduction be allowed in respect of an outlay or expense made 
or incurred after September 21, 1977 for an advertisement directed 
primarily to a market in Canada and broadcast by a foreign radio or tele- 
vision station regardless of the date on which the contract for the advertise- 
ment was entered into. 


(15) That where a resident taxpayer so elects in his return of income for his 
1977 or any subsequent taxation year, all his gains and losses for the year 
and all subsequent years from the disposition of shares (other than prescribed 
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capital 
losses 
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shares), bonds, debentures, notes or similar obligations issued by a Canadian 
corporation shall be deemed to be capital gains and capital losses of the tax- 
payer, except where the taxpayer is a dealer or trader in securities, bank, 
trust company, credit union, life insurance corporation or similar institu- 
tion. 


(16) That where property which was at any time a taxpayer’s principal 
residence is disposed of after March 31, 1977, the exempt portion of the 
gain shall be calculated without reference to any period of time before the 
property was last acquired or reacquired by the taxpayer. 


(17) That for transactions which occur after March 31, 1977, the rules 
relating to capital losses in paragraph 40(2)(e) of the Act be replaced with a 
rule similar to that relating to superficial losses to permit the realization of 
the loss on any subsequent arm’s length sale. 


(18) That for the 1977 and subsequent taxation years, the Act be revised to 
ensure that a partner’s share of partnership income from the end of the last 
fiscal period to the date of his death is added to the adjusted cost base of his 
partnership interest computed immediately before his death. 


(19) That on an involuntary disposition of a Canadian resource property 
after 1976, a taxpayer be given the option of not being taxed on the pro- 
ceeds in the year of disposition to the extent he applies those proceeds 
against Canadian exploration or Canadian development expenses in the 
succeeding ten years. 


(20) That for the 1977 and subsequent taxation years, a grant received 
under the Canadian Home Insulation Program be included in the income of 
the recipient or, in the case of a married individual residing with his spouse, 
in the income of the spouse with the higher income. 


(21) That for the 1978 and subsequent taxation years, the amount included 
in a taxpayer's income as a result of the sale of resource properties be 
reduced by his exploration and development expense deductions in deter- 
mining the amount eligible for the purchase of an income-averaging annuity. 


(22) That certain legal and other costs incurred after 1976 which are inci- 
dental to the acquisition of a new residence qualify as moving expenses 
provided that the taxpayer who incurred such costs or his spouse disposes of 
the former residence pursuant to the move. 


(23) That for the 1977 and subsequent taxation years, the deduction in a 
year of a reserve under section 64 of the Act in respect of any consideration 
for the disposition of a resource property be denied only if, at the end of the 
year or at any time in the following year, the taxpayer was either exempt 
from tax or a non-resident who did not carry on business in Canada. 
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(24) That for the 1977 and subsequent taxation years, the rules in sections 
66, 66.1 and 66.2 of the Act dealing with successor corporations be changed 
as follows: 


(a) to require only the acquisition of the properties of a predecessor 
corporation used in Canada in its resource business, 

y 
(b) to no longer distinguish between successor corporations which are 
principal-business corporations and those that are not, and 


(c) to provide that the expenses flowing through to a successor cor- 
poration can be offset against both income from resource properties in 
which the predecessor corporation had any interest and income arising 
on the disposition of any such properties. 


(25) That for the 1977 and subsequent taxation years of a joint exploration 
corporation, elections pursuant to subsections 66(10), (10.1) and (10.2) of 
the Act to renounce exploration and development expenses, be permitted 
within six months after the end of its taxation year. 


(26) That any amount paid or payable after May 6, 1974 as a production 
royalty under a Saskatchewan net royalty oil or gas lease in existence before 
April 1, 1977 be considered to be a Canadian development expense where it 
can reasonably be regarded as a cost of acquiring the lease. 


(27) That for the 1977 and subsequent taxation years, the amount required 
by subparagraph 115(1)(a)(iii.1) of the Act to be included in a non-resident 
person’s taxable income earned in Canada be restricted to the negative 
balance in his cumulative Canadian development expense account. 


(28) That for the 1977 and subsequent taxation years, amounts that are 
now required to be included in the income of a partnership on the sale of a 
Canadian resource property or on the recovery of a Canadian exploration or 
development expense be deducted from the cumulative Canadian explora- 
tion or development expense accounts of the partners. 


(29) That for the 1979 and subsequent taxation years, the Act be amended 
to require an employee, shareholder or related person to include in his 
income the amount by which 


(a) interest for the year computed at a prescribed rate on loans from 
an employer or a corporation (other than loans to purchase shares of 
an employer corporation or house-purchase loans to a maximum of 
$50,000 on the relocation of an employee) 


exceeds 


(b) the aggregate of $500 and the interest actually paid by him for the 
year on such loans. 
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(30) That changes be made: 


(a) to increase the amount of the gross-up for taxable dividends 
received after 1977 by resident individuals from taxable Canadian 
corporations to 50% of the dividend received, 


(b) to reduce the refundable dividend tax on hand of a private cor- 
poration at the end of 1977 to 2/3 of the amount otherwise deter- 
mined, 


(c) to accumulate the refundable dividend tax for the 1978 and sub- 
sequent taxation years at a rate of 1/6 of investment income, 


(d) to reduce the rate of dividend refund after 1977 to 1/4 of taxable 
dividends paid, and 


(e) to reduce the rate of tax under Part IV of the Act after 1977 to 
25%. 


(31) That effective April 1, 1977, the Act be modified to permit a corpo- 
ration to distribute its 1971 capital surplus on hand and capital dividend 
account without first having to pay Part |X tax on its 1971 undistributed tax 
income on hand except that where a corporation, other than a non-resident- 
owned investment corporation, distributes 1971 capital surplus at a time 
when it has 1971 undistributed income, such distributions be deemed to be a 
taxable dividend in the hands of a controlling shareholder who is either a 
non-resident or a non-resident-owned investment corporation to the extent 
that they exceed the corporation’s contributed surplus as at March 31, 1977. 


(32) That effective after December 31, 1978, a corporation not be permit- 
ted to distribute 1971 capital surplus on hand or tax-paid undistributed sur- 
plus on hand but any liquidating dividend on the winding-up of the corpora- 
tion be reduced by an amount calculated by reference to its 1971 capital 
surplus on hand at the time of liquidation. 


(33) That a rule be introduced to eliminate any increase in paid-up capital 
arising on an amalgamation after March 31, 1977. 


(34) That for transactions after 1976, a clarifying amendment to subsection 
84(5) of the Act be made to ensure that a deemed dividend does not arise on 
an exchange of shares of a particular class for shares of another class where 
the total paid-up capital of the corporation remains unchanged. 


(35) That effective April 1, 1977, 
(a) any debt deficiency of a particular corporation arising on a 
previous non-arm’s length disposition of shares of a controlled corpora- 


tion be cancelled and a rule substituted to reduce the adjusted cost 
base of the relevant debt by the deficiency, and 
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(b) where that debt is converted into shares of the particular corpora- 
tion before 1979, a rule be introduced to replace the above reduction 
in adjusted cost base with an appropriate reduction in the paid-up 
capital of the particular corporation. 


(36) That, for transfers of property in the 1975 and subsequent taxation 
years, the time for filing a valid election under section 85 of the Act be 
extended by two years and, for such elections made after 1977, the maxi- 
mum penalty for late-filed elections be increased to $4,000. 


(37) That for a share for share exchange occurring after March 31, 1977, the 
paid-up capital test in paragraph 85.1(2)(b) of the Act be replaced with a 
test based on the fair market value of the shares of the purchasing corpora- 
tion. 


(38) That effective December 15, 1975, a short-form amalgamation under 
the Canada Business Corporations Act qualify as an amalgamation for the 
purpose of section 87 of the Act. 


(39) That for a corporate liquidation after March 31, 1977, 


(a) the parent company’s increase in the cost base of assets acquired 
on the liquidation of a subsidiary under paragraph 88(1)(d) of the Act 
be determined at the time the parent company acquired control rather 
than at the time the subsidiary is wound up, and 


(b) a reserve with respect to a resource property under subsection 
64(1.1) of the Act not be taken into account for the purpose of deter- 
mining the net assets of a subsidiary under the rules in paragraph 
88(1)(d) of the Act. 


(40) That the Act be amended to reduce a private corporation's capital 
dividend account by the amount thereof at any time after March 31, 1977 
that it becomes a Canadian-controlled private corporation. 


(41) That effective after March 31, 1977, the paid-up capital of a corpora- 
tion be the amount of its paid-up capital as determined under the relevant 
corporate law less 


(a) the amount, determined on March 31, 1977, by which its paid-up 
capital as determined under the relevant corporate law exceeds its paid- 
up capital determined under the Act, and 


(b) any reduction in paid-up capital pursuant to paragraph (33) or 
subparagraph (42) (b) of this Motion. 


Repeal of 
paid-up 
capital 
deficiency 


1971 capital 
surplus on 
hand 


Gifts of 
cultural 


property 


Interest and 
dividend 
deduction 


(42) That effective April 1, 1977, 


(a) subparagraphs 89(1)(d)(iii), (iv) and (iv.1) of the Act be repealed 
and the remaining elements of the concept of paid-up capital defi- 
ciency be made applicable only for the purposes of determining 1971 
capital surplus on hand, and 


(b) where on a previous non-arm’s length sale of shares of a controlled 
corporation, a deficiency arose in a particular corporation under sub- 
paragraphs 89(1)(d)(iv) or (iv.1) of the Act, a rule be introduced to 
reduce the particular corporation’s paid-up capital or its 1971 capital 
surplus on hand by the amount of those deficiencies. 


(43) That effective April 1, 1977, the 1971 capital surplus on hand of a 
corporation, 


(a) be adjusted to reflect the exclusion after March 31, 1977 from its 
paid-up capital at the end of its 1971 taxation year of any contributed 
surplus which arose prior to the end of that year, 


(b) be increased by the amount of surplus contributed to the corpora- 
tion by its shareholders (other than by a controlling corporation 
resident in Canada) after the end of the corporation’s 1971 taxation 
year and before April 1, 1977, 


(c) be increased to reflect the changes to paid-up capital deficiency, 
and 


(d) be reduced by contributed surplus that was either capitalized or 
distributed to shareholders as a return of capital between the end of 
the corporation’s 1971 taxation year and April 1, 1977. 


(44) That after September 5, 1977 gifts of cultural property described in 
paragraph 110(1)(b.1) made by will to designated institutions or public 
authorities in Canada be deemed to have been made by the taxpayer in the 
year in which he died. 


(45) That for the 1977 and subsequent taxation years, section 110.1 of the 
Act be revised so that: 


(a) the maximum deduction available to an individual in respect of 
interest and dividend income not exceed the amount by which such 
income exceeds the related interest expenses, and 


(b) the income eligible for the $1,000 interest and dividend deduction 


include any taxable capital gains realized on the disposition of 
Canadian securities. 
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(46) That for the 1977 and subsequent taxation years, the taxable portion 
of an annuity payment, other than one under a statutory deferred income 
plan or an income-averaging annuity contract, received by a taxpayer 65 or 
older be treated at the option of the taxpayer either as interest or pension 
income for purposes of the $1,000 exemptions for investment and pension 
income. 


(47) That for deaths occurring after March 31, 1977, the Act be changed to 
provide that the net capital loss of a taxpayer both for the year of death and 
the preceding year may be fully applied against any other income of the 
taxpayer in those years. 


(48) That where control of a corporation changes after March 31, 1977, 


(a) rules be introduced similar to those in subsection 111(5) of the Act 
applicable to non-capital losses, to apply to exploration and develop- 
ment expenses, 


(b) for the purposes of subsections 111(4) and (5) of the Act and 
these rules, control be given a meaning similar to that set out in sub- 
section 186(2) of the Act, and 


(c) consequential changes be made to the provisions of the Act relating 
to amalgamations and liquidations. 


(49) That for the 1972 and subsequent taxation years, the non-capital loss 
of a corporation that carries on a life insurance business in Canada be 
increased by that portion of a dividend received by it that was deductible in 
computing its taxable income. 


(50) That for the 1972 and subsequent taxation years, the portion of a non- 
capital loss that is deductible by a life insurer, in computing its taxable 
income for a year, be reduced by the amount of any dividend received by it 
that was deductible in computing its taxable income under subsection 
138(6) of the Act. 


(51) That 


(a) for fiscal periods commencing after 1976, in computing his income 
from a business, a taxpayer be permitted to deduct an amount equal to 
3% of the tangible moveable property included in his inventory on 
hand at the beginning of the year or such lesser percentage as may be 
appropriate for taxation years of less than twelve months, and 


(b) for fiscal periods commencing before 1977, the inventory deduc- 
tion be calculated by reference to the number of days in the fiscal 
period after March 31, 1977. 


Non-resident’s (52) That for the 1977 and subsequent taxation years, the remuneration 
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paid by a resident to a non-resident with respect to employment outside 
Canada not be taxed where it is subject to tax by a foreign country. 


(53) That for the 1977 and subsequent taxation years, the rate of the addi- 
tional tax imposed by subsection 120(1) of the Act on the income of an 
individual, other than income earned in a province, be 43%. 


(54) That for the 1977 and subsequent taxation years, an individual be 
permitted to deduct from his federal tax otherwise payable in the year under 
Part |, an amount, not exceeding $500, equal to the sum of 


(a) $200 or 9% of the tax otherwise payable under Part | by the indi- 
vidual for the year, whichever is greater, and 


(b) $50 for each child under 18 years of age resident in Canada and 
claimed by him as a dependent, 


and that for the 1978 taxation year the minimum tax reduction be $300. 


(55) That for dividends received after 1976, the dividend tax credit pro- 
vided in section 121 of the Act be changed from 4/5 to 3/4 of the amount of 
the gross-up. 


(56) That for the 1977 and subsequent taxation years, the profits derived 
by a taxpayer from the production in Canada of sulphur from natural gas 
effluent qualify for the reduced rate of tax available to manufacturers and 
processors. 


(57) That the investment tax credit be modified in the following ways: 


(a) the term be extended three years to July 1, 1980, 


(b) the qualified investments be expanded, as of April 1, 1977, to 
include eligible current and capital expenditures on scientific research 
in Canada, logging trucks over 16,000 pounds, and eligible assets used 
in the production of industrial minerals, and 


(c) as of April 1, 1977 the credit be increased to 7 1/2% for qualified 
property acquired for use primarily in a region of Canada designated 
under the Regional Development Incentives Act other than any such 
region in the Atlantic provinces or the Gaspé peninsula of Quebec, 
where the credit be increased to 10%. 


(58) That for the 1977 and subsequent taxation years, an organization, 
other than a charity, which carries on a business and whose members live 
communally and do not own property in their own right as a matter of 
religious conviction, be required to pay tax as though the organization were 
an inter vivos trust, but be given an option to calculate its tax payable as the 
aggregate of the taxes that would have been payable by the families in the 
organization had its income been apportioned and taxed in their hands. 
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(59) That for the 1972 and subsequent taxation years, a mortgage invest- 
ment corporation be permitted to deduct taxable dividends paid without 
reference to the amount of its income. 


(60) That a capital gains dividend paid after March 31, 1977 by a mutual 
fund corporation not qualify for a dividend refund under section 129 of the 
Act. 


’ 


(61) That at any time after 1971, the surplus attributable to taxation years 
ending before 1972 in which any corporation qualified as a non-resident- 
owned investment corporation, be included in its 1971 capital surplus on 
hand rather than in its 1971 undistributed income on hand. 


(62) That for the 1978 and subsequent taxation years, life insurers be 
entitled, in computing their taxable income, to deduct taxable dividends 
received from taxable Canadian corporations to the extent those dividends 
were included in the insurer’s income. 


(63) That 


(a) for the 1978 taxation year, the excess of the maximum tax 
actuarial reserve and additional group term policy reserves of a 
life insurer for its 1977 taxation year over the amount that would 
have been its maximum tax actuarial reserve if the 1978 rules had 
been in effect in the 1977 taxation year, not be included in its 
income under paragraph 138(4)(a) of the Act, and 


(b) for the 1978 and subsequent taxation years, a deduction not be 
allowed in respect of a non-capital loss of a year prior to 1978 or 
other amount that would have been deductible in any such year 
except to the extent that the aggregate of such losses and other 
amounts exceeds the amount by which the excess referred to in 
subparagraph (a) exceeds the corresponding excess for the 1968 
taxation year. 


(64) That for the 1978 and subsequent taxation years, no deduction be 
allowed under subparagraph 138(3)(a)(ii) of the Act as an additional reserve 
in respect of group term life insurance policies. 


(65) That in computing a multi-national insurer’s gross Canadian investment 
revenue for the 1978 and subsequent taxation years, 


(a) the proportional method no longer be permitted, and 


(b) the branch accounting method be significantly modified in accor- 
dance with rules to be prescribed. 


(66) That a multi-national insurer that used the branch accounting method 

to compute its Canadian investment revenue in any taxation year after 1971 
not be permitted to reduce the Canadian investment revenue reported in its 
return of income for the year without the consent of the Minister. 
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(67) That where in the 1975 taxation year, the Canadian investment 
revenue of a multi-national insurer that computed its income in accordance 
with the branch accounting method, is less than it would have been if it 
had been computed in accordance with the proportional method, the defi- 
ciency shall be applied to reduce certain reserves and other amounts that 
would otherwise have been deductible in computing the insurer’s income or 
taxable income in the 1977 and subsequent taxation years. 


(68) That for the 1978 and subsequent taxation years, the property ina 
segregated fund of a life insurer be deemed to be held in a trust in which the 
income is payable in the year to policyholders or other beneficiaries and of 
which the insurer is the trustee. 


(69) That for the 1972 and subsequent taxation years, in respect of policies 
issued pursuant to a registered pension fund or plan, an amount allocated by 
a life insurer from a segregated fund to a policyholder be deemed not to be 
income of the policyholder. 


(70) That 


(a) an advance after 1977 by an insurer to a policyholder against the 
security of his life insurance policy be deemed to be a payment on the 
policy by the insurer, 


(b) such an advance after March 31, 1978 be deemed to be proceeds 
from the disposition of the policyholder’s interest in the policy, and 


(c) rules be introduced to ensure that such advances prior to 1978 are 
treated as loans. 


(71) That where, after March 31, 1978, a life insurance policy is surrendered 
or matures, otherwise than on death, a policyholder be required to include in 
his income the excess of the amount received in respect of the surrender or 
maturity over the greater of the cash surrender value of the policy at its first 
anniversary date after March 31, 1977 plus the net premiums paid after that 
date and his net cost of the policy. 


(72) That for the 1977 and subsequent taxation years, section 143 of the 
Act be repealed. 


(73) That where a taxpayer has contributed to a registered retirement 
savings plan of his spouse, any withdrawals after March 31, 1977 (other than 
to acquire a life annuity) be included in the taxpayer’s income and not that 
of his spouse to the extent of his contributions in the year of withdrawal and 
the two preceding taxation years. 


(74) That the rules for a registered home ownership savings plan under 
section 146.2 of the Act be revised to provide that 


(a) after March 31, 1977, a transfer of funds from a registered home 
ownership savings plan to a registered retirement savings or pension 
plan no longer be permitted, 
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Charities 


(b) the maximum time allowed for accumulation of savings in a 
registered home ownership savings plan and eventual investment in an 
owner-occupied home, be limited to 20 years after which time the 
funds accumulated therein will be included in the income of the 
beneficiary, 


(c) for the 1978 and subsequent taxation years, for purposes of 
deducting contributions to a registered home ownership savings plan, 
the requirement that the taxpayer does not own a home be extended 
to require that neither the taxpayer nor his spouse with whom he is 
residing owns a home in Canada or elsewhere, 


(d) for the 1978 and subsequent taxation years, the purchase of home 
furnishings no longer qualify for the tax-free withdrawal of funds, 


(e) for the 1978 and subsequent taxation years, the deduction permit- 
ted be in respect of contributions made in the year, 


(f) for the 1977 and subsequent taxation years, a deduction be permit- 
ted in respect of contributions made in the year in which a home is 
purchased, 


(g) a refund within 120 days after the end of a year in respect of an 
overcontribution in that year to a plan not be included in income after 
1976 except to the extent it represents the earnings attributable to the 
overcontribution, 


(h) a registered home ownership savings plan be subject to revocation 
at any time after March 31, 1977 where it fails to comply with the 
requirements of the Act, and 

(i) where amounts withdrawn were included in computing the income 
of a taxpayer for the 1975 or any subsequent taxation year, he be 
permitted to deduct over the next 3 taxation years the lesser of: 


(i) the amount he invests in an owner-occupied home, and 


(ii) the net amount that was included in computing his income. 


(75) That for the 1977 and subsequent taxation years, the special tax refer- 
red to in subsection 149.1(16) of the Act where the registration of a charity 
is revoked be based on the value of the assets held by the charity on the date 
that notice is mailed by the Minister rather than the date on which the 
revocation is effective and that subsection 149.1(17) of the Act be modified 
accordingly. 


Determination (76) That after Royal Assent to any measure giving effect to this paragraph, 


of losses 
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(a) where the Minister ascertains the amount of a taxpayer's loss for a 
taxation year and that amount differs from the amount reported by 
the taxpayer, he shall, if the taxpayer so requests, determine the 
amount of the taxpayer’s loss for the year, and 


(b) where the Minister makes a determination of the amount of a tax- 
payer's loss for a taxation year, subject to a redetermination being 
made by the Minister, that determination shall be binding unless it is 
appealed by the taxpayer within the time allowed for appeals under 
the Act. 


Penalty (77) That every person who, after March 31, 1977, knowingly or under 
circumstances amounting to gross negligence makes or consents to a false 
statement or omission resulting in an understatement of income or over- 
statement of deductions be liable to a penalty of 25% of the amount by 
which the tax payable on the taxable income calculated on the basis of the 
information provided is less than the tax that would have been payable if 
that taxable income were increased by the amount of the understatement or 
overstatement. 


Premium on (78) That the Part || tax cease to apply to an acquisition after March 31, 

redemptions 1977 by acorporation of its shares on the open market and the remaining 

of shares Part I| tax cease to apply to a redemption or acquisition after December 31, 
1977 of shares at a premium. 


Tax on (79) That for section 83 dividends paid after March 31, 1977, the rate of 
excessive tax under Part II! of the Act be reduced to 50% for a subsection 83(1) 
elections dividend and to 75% for a subsection 83(2) dividend, with no reduction to 


the adjusted cost base of the share for the excessive portion of a subsection 
83(2) dividend. 


Part Ill (80) That rules be provided to permit a corporation which paid a dividend 

tax after 1971 on which the Part ||| tax would otherwise be imposed, to avoid 
that tax by agreeing with all the shareholders who received that dividend to 
treat the excess portion of the dividend as a separate dividend. 


Part IV tax (81) That for taxation years commencing after 1976, the exemption from 
Part IV tax be extended to dividends received by a private corporation from 
another private corporation in which it held more than a 10% interest and 
with which it is not associated, except to the extent that 


(a) the cumulative deduction account of the recipient corporation and 
other corporations associated with it exceeds in the aggregate $750,000 
for the year in which it received the dividends, or 


(b) the payor corporation receives a dividend refund in respect of 
those dividends. 
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(82) That for the 1978 and subsequent taxation years, a private corporation 
be made exempt from Part |V tax for any taxation year during which it was 
a bankrupt, and that a dividend refund be denied where a taxable dividend is 
paid to a controlling corporation which is a bankrupt. 


(83) That where a new corporation formed after March 31, 1977 by statu- 
tory amalgamation is or becomes a private corporation controlled by non- 
residents, the tax under Part VI of the Act apply wherever one or more of 
the predecessor corporations was a Canadian-controlled private corporation. 


(84) That effective April 1, 1977, Parts VII and VIII of the Act relating to 
designated surplus be repealed. 


(85) That rules be introduced to prevent a resident individual from avoiding 
tax on surplus reflected in share values at the end of 1971 by means of a 
non-arm’s length sale of shares after March 31, 1977 of a corporation 
resident in Canada to another corporation. 


(86) That the tax under Part XI! of the Act on the investment income of a 
life insurer no longer apply for the 1978 and subsequent taxation years. 


(87) That the existing exemption from non-resident withholding tax in 
respect of interest on government bonds and long-term corporate bonds be 
extended to apply for all such securities issued before 1983. 


(88) That 


(a) an exemption from non-resident withholding tax be provided for 
interest paid to a non-resident on or after January 1, 1977 ona 
mortgage on real property situated outside Canada, except to the extent 
that the interest is deductible in computing income from a business 
carried on in Canada, or from property, other than real property 
situated outside Canada, and 


(b) a non-resident who owns real property in Canada be required to 
withhold tax under Part XII1 from any interest paid to another non- 
resident on any mortgage or other indebtedness in respect thereof 
entered into or modified after March 31, 1977 to the extent that the 
interest is deductible in calculating his income subject to tax in Canada. 


(89) That in respect of amounts paid or credited after March 31, 1977, 
subparagraph 212(1)(d)(vi) of the Act be modified to restrict the exemption 
from the Part XIII tax for copyright royalties to those paid or credited in 
respect of the production or reproduction of any literary, dramatic, musical 
or artistic work. 
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(90) That rules be introduced to prevent a non-resident from avoiding the 
Part XII1 tax on dividends by way of a non-arm’s length sale of shares after 
March 31, 1977 of one Canadian corporation to another. 


(91) That for the 1978 and subsequent taxation years, the rules for deter- 
mining the value of property used in an insurance business set out in para- 
graph 219(7)(e) of the Act be replaced by prescribed rules. 


(92) That a resident shareholder (other than certain non-resident-owned 
investment corporations) not include in income any stock dividend paid 
either by a public corporation after March 31, 1977 or by a non-resident 
corporation after 1976 and that the non-resident withholding tax on a stock 
dividend paid by a public corporation after March 31, 1977 apply only if the 
shareholder, together with related persons, owns more than 10% of the class 
of shares on which the dividend was paid. 


(93) That for the 1972 and subsequent taxation years, the Act be amended 
to ensure that a corporation does not cease to have a degree of Canadian 
ownership by reason only of having issued preferred shares with a dividend 
rate in excess of 8%. 


(94) That, effective April 1, 1977, assistance provided under prescribed 
provincial legislation in respect of investment by a taxpayer in shares of a 
venture capital corporation be excluded from the rules in paragraph 53(2)(k) 
of the Act. 


(95) That the provisions in the Act relating to the order of deducting the 


different categories of exploration and development expenses be clarified for 
taxation years ending after May 6, 1974. 
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Notice of Ways and Means Motion 
to Amend the Income Tax Application Rules, 1971 
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That it is expedient to amend the Income Tax Application Rules, 1971 and 
to provide among other things: 


(1) That section 20 of the Rules be amended to ensure that a beneficiary 
who inherits depreciable property from a deceased person is given the 
benefit of the deceased’s tax-free zone on any subsequent disposition of that 
property after 1971. 


(2) That for 1972 and subsequent taxation years, the provisions in section 
21 of the Rules governing the sale of government rights that existed at the 
end of 1971, be made applicable to a non-arm’s length purchaser of such 
rights when he resells them. 


(3) That for the 1972 and subsequent taxation years, in computing, under 
paragraph 26(5)(c) of the Rules, the adjusted cost base to a taxpayer of 
property acquired from a person with whom he was not dealing at arm’s 
length which was that person’s principal residence, there be added any 
amount which would, but for paragraphs 40(2)(b) or (c) of the /ncome Tax 
Act, have been a capital gain of the previous owner from the disposition of 
the property. 


(4) That for the 1977 and subsequent taxation years, the rules in section 29 
of the Rules dealing with successor corporations be changed to provide that 
the expenses flowing through to a successor corporation can be offset against 
both income from resource properties in which the predecessor corporation 
had any interest and income arising on the disposition of any such pro- 
perties. 


(5) That for the 1977 and subsequent taxation years of a joint exploration 
corporation, elections pursuant to subsections 29(6) and (7) of the Rules to 
renounce exploration and development expenses, be permitted within six 
months after the end of its taxation year. 


(6) That effective May 6, 1974, rights referred to in subsection 29(21) of 
the Rules which are surrendered be considered as Canadian exploration 
expenses. 


(7) That the provisions in the Rules relating to the order of deducting the 
different categories of exploration and development expenses be clarified for 
taxation years ending after May 6, 1974. 


(8) That effective April 1, 1977, sections 9.1, 64.1 and 64.2 ot the Rules 
relating to designated surplus be repealed. 


Repeal of 
subsection 
83(1) of the 
Act 


Repeal of 
TPUS and 
1971 UIOH 


(9) That effective for dividends paid after April, 1973, subsections 32.1(1) 
and (2) of the Rules be repealed. 


(10) That effective January 1, 1979, subsections 57(8) and 66(2) of the 
Rules be repealed as a consequence of the repeal on that date of tax-paid 
undistributed surplus on hand and 1971 undistributed income on hand. 
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Supplementary Information 


Anti-inflation Regulations 


The anti-inflation controls program will continue into its third year. On 
April 14, 1978 the withdrawal of controls will begin. The procedure is based 
on ‘Method 3” in the chapter on the Withdrawal of Controls in the Discus- 
sion Paper ‘“Agenda for Co-operation’’. The details are described below. 


Certain changes in the regulations are necessary to ensure that the controls 
will contribute to a further reduction in the rate of inflation. 


Compensation 


The guideline for compensation increases in the third program year has been 
set at 6 per cent plus or minus any experience adjustment factor, up to 2 per 
cent, that is applicable to a group in light of its prior compensation experi- 
ence. The single number 6 per cent replaces the “basic protection factor”’ 
and the ‘‘national productivity factor” of the first two program years. The 
provisions allowing increases to $3.75 an hour or by $600 a year as well as 
the upper limit of $2,400 remain in force. Other features of the compensa- 
tion regulations are also unchanged. 


Groups will not be subject to mandatory controls for guideline years 
commencing on or after April 14, 1978, whether they relate to single year 
compensation plans or to the later years of plans covering more than one 
year. 


The guideline year for each group is fixed by the anti-inflation regulations 
and cannot be altered by the parties to a compensation plan. The guideline 
year begins on the anniversary of the date on which the group’s compensa- 
tion first became subject to controls. Therefore, if the beginning of a guide- 
line year for any group falls before April 14, 1978, compensation for that 
group will be subject to the guidelines regardless of whether the compensa- 
tion plan is settled before April 14 or at some later date. 


Professional Fees and Incomes 


The regulations for professional firms are amended to provide for a 6 per 
cent increase in the third program year. Other provisions of these regulations 
including the limit of $2,400 on “‘income improvement” are unchanged. 
Professional firms remain subject to mandatory control to the end of their 
fiscal years ending in 1978. 


So 


Dividends 


The restraint of dividends is extended to October 13, 1978. On October 13, 
1977 the dividend limit in force last year was extended as a temporary 
measure. The dividend limit applicable for the year ending October 13, 1978 
is now increased from its level during the previous year by 6 per cent. Except 
for this change in the ‘“‘dividend factor’, the dividend regulations are 
unchanged. 


Prices and Profits 
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The exit from price and profit controls, as with compensation, will be 
phased in relation to April 14, 1978. 


Suppliers with fiscal year ends from April 14, 1978 to December 31, 1978 
inclusive will exit from controls at the end of that fiscal year. These suppliers 
account for about 90 per cent of those subject to mandatory controls. 


Slightly different arrangements will apply to suppliers whose fiscal years 
end between January 1, 1978 and April 13, 1978 inclusive. The smaller 
companies in that group, those subject to the Level II! reporting require- 
ments of the Anti-Inflation Board (AIB), will remain under control to the 
end of that fiscal year. The larger companies, which report quarterly to the 
AIB, will remain under the price and profit regime until the end of their last 
fiscal quarter falling in 1978. It is planned to amend the regulations to 
provide that the relevant period, generally three fiscal quarters, will be a 
compliance period for purposes of the price and profit regulations. 


The present reporting requirements outlined in AIB bulletin Al-31-P, 
including prenotification of price increases, will continue to apply to 
suppliers during their final compliance period. Suppliers that have been in 
an excess revenue position for that period will be required to satisfy the 
AIB that they have made arrangements to dispose of the excess revenue. 


Decontrol and Post-Control Arrangements 


Statement by the Government of Canada 
to Business and Labour Leaders 
Ottawa, July 29, 1977 


1. The government welcomes this opportunity to meet with business and 
labour leaders. This meeting is a culmination of the process of discusston and 
consultation on matters relating to the termination of the mandatory con- 
trols on prices and incomes and the arrangements which will be needed in the 
post-control period to ensure continuing success in bringing down the rate of 
inflation. 


2. From the beginning, controls were intended as a temporary measure, 
designed to reduce inflationary expectations and permit the objective of the 
anti-inflation program as a whole to be achieved with the least possible cost 
in terms of output and employment. 


3. In considering the method and timing of decontrol, the government has 
sought to develop a process which would be orderly and fair, and which 
would minimize any tendency for prices and incomes to increase more 
rapidly. Indeed, the objective of the government is to maintain the progress 
towards lower rates of inflation, which is the essential precondition for sus- 
tained growth in output and employment, and the reduction of unemploy- 
ment to more acceptable levels. 


4. In the light of these considerations, the government has concluded that 
the best method for decontrol would be the third method as set out on pages 
42-48 of ‘‘Agenda for Co-operation’’. Under this method a process of decontrol 
would begin on a specified day. Groups of employees would be released 
from controls following that date, as they came to the end of their guidelines 
years. Similarly, firms would be released from controls as they came to the 
end of their fiscal years in which the starting date falls. Thus, the Anti- 
Inflation Board (AIB) would not rule on compensation plans which 
commence after that day, or on prices and profits of firms for their fiscal 
years that begin after that day. 


5. The government has considered alternative dates for the start of this 
process of decontrol. They have included October 14, 1977, January 2, 1978 
and October 14, 1978. If the first of these dates was chosen, it would be 
necessary to require some degree of extended price restraint in order to 
secure a reasonable balance between the decontrol of prices and profits and 
the decontrol of compensation. This would take the form of requiring larger 
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firms to continue to prenotify the AIB of proposed price increases until the 
end of June 1978. Such proposals would be approved or disapproved by the 
AIB on the basis of the information and criteria presently being used. 


6. A starting date later than October 14, 1977 would mean that controls 
would remain in effect for at least part of a third program year. It must be 
recognized that the objective of continuing declines in the rate of inflation 
would not be achieved if, in setting the guidelines for the period starting 
October 14, 1977, full allowance were made for any increase in the con- 
sumer price index in excess of 6 per cent for the year ending this October, 
and at the same time a national productivity factor of 2 per cent were 
provided. 


7. October 14, 1977 offers certain important advantages in terms of equity 
and the smooth administration of the program during the process of decon- 
trol. Considerable support for this date has been manifest. However, wide- 
spread public support for the controls program reflects a fear that in its 
absence there would be a resurgence of inflation with its damaging effects on 
employment in Canada. The government shares these concerns. 


The government is, therefore, prepared to begin the process of decontrol as 
early as October 14 of this year only if there is a reasonable degree of assur- 
ance that this will not lead to any interruption of our progress in bringing 
down the rate of inflation. 


8. To this end, the government has proposed the establishment of a multi- 
partite consultative forum and monitoring agency. These have been 
described in ‘’Agenda for Co-operation’’. In more specific terms, it is now 
proposed that the consultative forum should be constituted as follows: 


10 participants from business, of whom at least five would be selected 
from a list of ten nominations by the Business Council on National 
Issues 


10 participants from labour, of whom six would be selected in consulta- 
tion with the Canadian Labour Congress 


5 participants from other interest groups 
5 federal government Ministers 


9. In selecting the participants, the government would ensure an appropriate 
balance with respect to industrial sectors and regions. 


10. In selecting the board of the monitoring agency, the government would 
ensure that people of stature with a recognized experience in business and 
labour would be included. 


11. The government invites the support of labour and business for these 
proposals. 


12. The government also invites labour and business to join with it in 
affirming the goals of continued reduction in the rate of inflation and the 
restoration of Canada’s international competitive position, as the necessary 
conditions for achieving a sustainable growth of output and employment and 
a reduction in the rate of unemployment. 


13. The government further invites business and labour to commit them- 
selves to act in such a way that increases in money incomes will be consistent 
with the achievement of these objectives. What is appropriate in this context 
would be examined in more detail at a meeting of the consultative forum 
prior to October 14, 1977. It must be recognized, however, that a further 
reduction in inflation requires that the increase in money incomes and prices 
charged by business be lower than is provided by the guidelines in force for 
this year. 


14. The government would welcome a commitment from business and 
labour leaders at this meeting that they are prepared publicly to endorse the 
proposals in this paper and in particular in paragraphs 8, 12 and 13, and 
actively to promote their support by others. The government recognizes that 
the representatives of the Canadian Labour Congress will want to discuss 
these proposals with their colleagues and that the business leaders will want 
to discuss them with the constituent firms of the Business Council on 
National Issues and the membership of the other associations represented at 
this meeting. The government urges that the degree of support for its pro- 
posals be ascertained as quickly as possible in order to enable final decisions 
to be taken promptly. 


15.. For its part, the government undertakes to maintain its policy of 
restraint over government expenditure, and will seek to establish in its collec- 
tive bargaining rates of compensation for its own employees on the basis of 
comparability with the private sector. 
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indexing in 1978 


ed 


The indexing plan commenced with the 1974 taxation year and provides for 
annual automatic increases in exemptions, deductions, and tax bracket 
limits, to reflect changes in the Consumer Price Index (CPI). Indexing thus 
effectively eliminates the tax increases that would otherwise arise from in- 
flation interacting with the progressive personal tax system. 


The indexing adjustment for each year is based on the average annual in- 
crease in the CPI over the 12-month period ending in September. For the 
1978 taxation year, personal exemptions and tax bracket limits will increase 
by 7.2 per cent commencing January 1, 1978. This is in addition to the 
increase from the inception of indexing in 1974 to 1977, which amounted to 
some 41.9 per cent. 


The accompanying chart shows the effects of indexing, since its inception, in 
raising the levels of personal exemptions. The 1978 indexing will raise the 
basic personal exemption to $2,430 from $2,270, the married exemption to 
$2,130 from $1,990, the deduction for dependants under age 16 to $460 
from $430, the deduction for dependants over 16 to $840 from $780, and 
the age and disability deduction to $1,520 from $1,420. The accompanying 
table shows the new federal rate structure incorporating the effects of in- 
dexing on the tax bracket limits. 


Taxpayers at all income levels will experience federal tax reductions from 
this additional 7.2 per cent indexing which will amount to some $850 
million in 1978. In addition, taxpayers residing in provinces which have tax 
collection agreements with the federal government (all except Quebec) will 
find their provincial tax reduced by $340 million. 


As the accompanying tables show, the combined federal and provincial tax 
savings from indexing for typical taxpayers at various income levels are dis- 
tributed in a progressive manner. The tax savings represent a much larger 

percentage reduction in tax liability, the lower the income level of the tax- 


payer. 


1978 Federal Income Tax Rates 
Based on Indexing Factor of 1.521 


Taxable Income Tax 

$761 or less 6% 

In Excess of 
$ 761 $ 46 + 16% on next $ 760 
$ 1,521 $ 167+17%o0n next $ 1,521 
$ 3,042 $ 426+18%o0n next $ 1,521 
$ 4,563 $ 700+19% on next $ 3,042 
$ 7,605 $ 1,278 +21%on next $ 3,042 
$10,647 $ 1,916 + 23% on next $ 3,042 
$13,689 $ 2,616 + 25% on next $ 3,042 
$16,731 $ 3,377 + 28% on next $ 4,563 
$21,294 $ 4,654 +32% on next $15,210 
$36,504 $ 9,521 +36% on next $22,815 
$59,319 $17,735 + 39% on next $31,941 
$91,260 $30,192 + 43% on remainder 
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Tax Savings in 1978 
As a Result of Indexing 


1978 Federal and Provincial Tax Tax Savings 
Earned With 1977 With 1978 
Income Indexing Indexing Amount Per Cent 
$ $ $ $ % 
Single Taxpayer, Under Age 65 — No Dependants 
2,000 0 0 0 — 
3,000 12 8 4 S373 
4,000 67 54 13 19.4 
5,000 248 200 48 19.4 
6,000 483 431 52 10.8 
7,000 726 674 52 Welz 
8,000 982 923 59 6.0 
9,000 1,244 1,184 60 4.8 
10,000 lpoit2 1,453 58 3.9 
12,000 2,110 2,031 79 $i7/ 
15,000 3,074 2,974 100 Bie; 
20,000 4,800 4,621 179 Sai, 
30,000 9,066 8,784 282 3.1 
50,000 19,031 18,599 482 23 


Married Taxpayer, Under Age 65 — Two Children Under Age 16 


4,000 0 0 0 = 
5,000 1 0 1 100.0 
6,000 39 Uz, 22 56.4 
7,000 107 Ui 30 28.0 
8,000 DYE 181 98 Soa 
9,000 527 423 104 19:7 
10,000 790 676 114 14.4 
12,000 1,331 1,216 Was 8.6 
15,000 2,229 2,089 140 6.3 
20,000 3,874 3,679 125 5.0 
30,000 8,018 7,643 STD 4.7 
50,000 17,851 17,314 SYCHT/ 3.0 


Single Taxpayer, Age 65 or Over — No Dependants 


3,000 0 0 0 - 
4,000 6 0 6 100.0 
5,000 54 34 20 37.0 
6,000 218 146 72 33.0 
7,000 468 390 78 16.7 
8,000 727 648 79 10.9 
9,000 1,001 914 87 8.7 
10,000 1 27,5 1,188 87 6.8 
12,000 1,854 1,744 110 oye 
15,000 2,798 2,660 138 4.9 
20,000 4,480 4,295 185 4.1 
30,000 8,676 8,347 329 3.8 


50,000 18,592 18,107 485 2.6 


Taxpayers are assumed to receive earned income. Family allowance payments, at 1977 rates, are added to earned 
income in calculating tax liability where applicable. In addition to the basic personal exemption, the employment 
expense deduction of 3 per cent of wage and salary income to a maximum of $250 and CPP/OPP and UIC contri- 
butions, calculated at 1977 rates, are deducted in computing tax for taxpayers under age 65. For a taxpayer over age 
65, in addition to the personal exemption, the age exemption is deducted in computing tax. Taxpayers are assumed 
to take the optional standard deduction of $100. No account is taken of other potential deductions such as child 
care expenses, contributions to private pension plans, or the $1,000 pension income deduction. While taxpayers over 
age 65 will generally receive some income eligible for the $1,000 deduction for interest and dividend income and 
capital gains, or the $1,000 deduction for pension income, the value of such taxpayers’ deductions will depend on 
the individual circumstances involved. 


The calculations are based on the 1977 federal tax credit of 9 per cent of federal basic tax (minimum $200, maxi- 
mum $500) plus the child credit of $50 per dependent child under age 18 (overall maximum of $500 for tax cut and 
child credit). 


The provincial tax is calculated at a standard rate of 44 per cent of federal basic tax. As rates of provincial tax vary 


from province to province, taxpayers in some provinces will experience tax savings that differ from those given 
above. No provision is made in the calculations for any provincial tax cuts or tax credits. 
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Increase in the Federal Tax Credit 


48 


Under the personal income tax, the current law provides for a federal tax 
credit of 9 per cent of federal tax otherwise payable with a minimum of 
$200 and a maximum of $500. 


The March 31 budget proposed that the federal tax credit be enriched by 
allowing an additional amount of $50 in respect of each dependent child 
under 18, subject to the overall maximum of $500. This extra child credit is 
to apply for 1977 and subsequent taxation years. 


It is now proposed that the federal tax credit be further augmented by in- 

creasing the minimum credit from $200 to $300, on a temporary basis, for 
the 1978 taxation year. The tax credit rate of 9 per cent and maximum of 
$500 will remain unchanged. 


The accompanying table shows the distribution of benefits from this mea- 
sure for a single taxpayer and for a married taxpayer with two children 
under the age of 16. From this table it can be seen that the tax savings will 
be distributed progressively, and will mostly be restricted to those earning 
less than $20,000. The proposed increase in the tax credit will benefit over 
7.5 million taxpayers, and will eliminate federal tax for about 470,000 
individuals. 


Federal Tax Savings from Increase 
in Minimum Tax Credit from $200 to $300 
1978 Taxation Year 


Married Taxpayer with 


Wage or Single Taxpayer Two Children Under 16 
Salary Current Proposed Tax Current Proposed Tax 
income Tax Credit Tax Credit Saving Tax Credit* Tax Credit Saving 
$ $ $ $ $ $ $ 
5,000 200 278 78on — — = 
6,000 200 300 100 3877 OS: — 
7,000 200 300 100 1g5ae 17555 - 
8,000 200 300 100 300 334 3a 
9,000 200 300 100 300 400 100 
10,000 200 300 100 300 400 100 
12,000 200 300 100 300 400 100 
15,000 200 300 100 300 400 100 
16,000 219 300 81 300 400 100 
18,000 263 300 37 309 400 91 
20,000 308 308 _ 352 400 48 
30,000 500 500 _ 500 500 — 
50,000 500 500 ~ 500 500 — 


* The current tax credit is assumed to include the $50 child credit. 
** Federal tax is reduced to $0. 


Taxpayers are assumed to be under age 65 and to receive earned income. Family allowance payments at 1977 rates are added to 
earned income in calculating tax liability where applicable. In addition to the basic personal exemption, the employment expense 
deduction of 3 per cent of wage and salary income to a maximum of $250 and CPP/OPP and UIC contributions, calculated at 1977 
rates, are deducted in computing tax. Taxpayers are assumed to take the optional standard deduction of $100. No account is taken 
of other potential deductions such as child care expenses or contributions to private pension plans. 


The calculations are based on the new amounts of personal exemptions and tax bracket limits resulting from the application of 1978 
indexing. 


49 


Employee and Shareholder Loans 


The longstanding administrative tax practice has been to ignore the benefit 

on low-interest and interest-free loans extended by companies to employees 
and shareholders. However, the absence of tax has resulted in an increasing 

number of such loans being used as a means of providing a tax-free form of 

compensation. 


To curtail abuse, the benefit on loans made at favourable interest rates to 
employees and shareholders will be taxable. To encourage labour mobility 
in Canada, and to recognize the growing need for some incentive to 
encourage employees to move to remote areas, relocation loans of up to 
$50,000 made by an employer to facilitate the purchase of a home by an 
employee will be excluded. In addition, loans by a corporation to enable an 
employee to acquire its shares will be excluded. This recognizes that such 
loans do not result in any tax avoidance because in any event, interest that 
an employee pays would be deductible. Such loans help develop and retain 
business executive talent in Canada. 


An exclusion for small loans is provided by taxing only the benefit in excess 
of $500 in a year. The benefit will be measured as the difference between 
the interest on loans computed at a prescribed rate and the interest actually 
paid. The prescribed rate will be that used for over- and under-payments of 
income tax. In the March 31 budget, the Minister of Finance indicated that 
starting next year the prescribed rate would be set by reference to the prime 
rate charged by the chartered banks. For 1978, this rate will be 8 per cent. If 
the rate remains unchanged for 1979 the $500 exclusion will ensure that no 
taxable benefit will arise on an interest-free loan of $6,250 or less. This will 
exclude small loans for such items as educational expenses, medical expenses 
and other contingencies. 


These measures will become effective as of January 1, 1979. 


Residential Construction 
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The tax-shelter provision in the capital cost allowance regulations, designed 
to stimulate the construction of multiple-unit residential buildings, is to be 
extended for a further year. It permits the offset against other income of 
rental losses generated by capital cost allowances. In addition, the capital 
cost allowance rate for most wood-frame buildings is to be reduced from 
10 per cent to 5 per cent except in the case of those buildings for which a 
higher rate is clearly warranted. The current 10 per cent rate is not justified 


on the basis of the useful life of most wood-frame buildings and favors one 
type of building material over others. 


The reduction in the rate is introduced in two stages. For those buildings 
that qualify for the tax-shelter incentive, the reduced rate will be effective 
January 1, 1978; for all others the reduction will be effective January 1, 
1979. The changes will apply only to construction starts after those dates. 


Pollution Abatement Equipment 


The Income Tax Regulations provide a two-year write-off for expenditures 
on equipment to control water and air pollution. The fast write-off, which is 
of particular importance to the pulp and paper and other resource industries, 
will be extended to qualifying property that is certified by the Minister of 
the Environment and is acquired before 1980. 


Canadian Home Insulation Program 


Last June the government announced as part of its energy policy a federally- 
funded program to improve home insulation. Under this program eligible 
homeowners and tenants may apply to Central Mortgage and Housing 
Corporation for grants of up to $350 to cover two-thirds of the cost of 
insulation materials. These grants are to be included in the recipient's 
income. If received by a married individual, the grant will be included in the 
income of the spouse with the higher income. 


Cultural Properties 


Consequential amendments to the Income Tax Act were introduced earlier 
this year with the Cultural Property Export and Import Act to encourage 
gifts of cultural properties by Canadians to museums, art galleries and other 
public institutions. These amendments related only to gifts made during the 
lifetime of a taxpayer. Changes are proposed to deal with bequests of such 
property which take effect on death. 
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March 31 Budget Measures 
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With the ending of the second session of the thirtieth Parliament, bills which 
were still before the House of Commons expired. One such item was Bill 
C-56 which would have amended the Income Tax Act to give effect to 
proposals in the March 31 budget. 


On October 20, the Minister of Finance tabled a new Notice of Ways and 
Means Motion which will be followed by legislation reintroducing the 
March 31 budget proposals. The new motion differs in some respects from 
its predecessor and these changes are noted below. 


Details of the unchanged provisions of the new motion may be found in the 
Budget Document and the Supplementary Budget Papers issued in conjunc- 
tion with the March 31 budget. 


insurance 


In the March 31 budget, significant changes in the system for taxing life 
insurance companies and policyholders were announced. A number of 
further changes affecting the taxation of both policyholders and companies 
are now proposed. 


Taxation of the Policyholder 


The government has decided to withdraw, pending further study, the pro- 
posal that would have made taxable a portion of the investment income on 
certain life insurance policies realized on death. The remaining proposals 
announced on March 31 relating to the taxation of policyholders (other than 
on death of the insured) will go forward as originally proposed. 


Taxation of Insurance Companies 


With respect to policy reserves, it had previously been proposed: 


(1) That for annual premium annuity contracts and life insurance contracts 
with a savings element, no reserve be allowed in the year the contract is 
written and that the reserve for subsequent years be determined on the 
one-year preliminary term basis using the mortality and net investment 
earnings rate assumed in establishing the premiums; 


(2) That the reserve for single-premium annuity contracts also be deter- 
mined using the mortality and net investment earnings rate assumed in 
establishing the premiums; 


(3) That insurers not be allowed to deduct an increase in the 1977 taxation 
year in any contingency reserves, such as additional group term reserves 
and group sickness and accident reserves, and that the amount of such 
reserves at the end of the 1976 taxation year (plus any applicable 
branch accounting deficiency applied to such reserves) be reduced by 
10 per cent in each year commencing with the 1978 taxation year and 
the reduction brought into income; and 


(4) That special transitional rules be introduced in respect of the change to 
the new rules relating to reserves. 


Two modifications are made to these proposals. 
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First, it is proposed 


(i) that all insurers calculate both opening and closing life policy 
reserves in 1978 on the revised basis, 


(ii) that the difference between the life policy reserves at the end of 
1977 and the start of 1978 be excluded from income, 


(iii) that loss carryforwards and other deductions available to a life 
insurer in 1978 and subsequent years be reduced to the level that 
would have been available, had the insurer calculated his life policy 
and life contingency reserves on the new basis in the 1969 through 
1977 taxation years, and 


(vi) that the adjustment arising out of the revised treatment of non-life 
unearned premium reserves be phased in over a 10-year period and 
that non-life contingency reserves be included in income over the 
same period as originally proposed. 


These changes recognize that because of the long-term nature of the life 
insurance contracts, relief is required in moving to the new reserve system. 
The changes seek to avoid the adverse impact of imposing the new reserve 
rules to the existing contracts. However, this relief is modified to the extent 
that the reserves before 1978 gave rise to losses or other deferred deductions 


that could be claimed after 1977. This will ensure that the tax burden on life 


insurers will in the future be equitably distributed as between the insurance 
companies. 


Second, the original proposals required the reserve for single-premium 
annuity contracts to be determined using mortality and net investment 
earnings rates assumed in establishing the single premiums. The proposals 
raise a legitimate concern about the stability of the industry at a time when 
an increasing number of Canadians are reaching retirement age. The reserve 
deduction available in respect of single-premium annuities will be modified 
in the regulations affecting the 1978 and subsequent taxation years. While it 
is anticipated that the deductions available under the modified regulations 
will be lower than those allowed at present, the new rules will reflect these 
concerns. 


There is no change to the remaining proposals in the March 31 budget 
relating to policy reserves, including the proposed switch from net level to 
the full preliminary term reserves and the denial of a deduction for contin- 
gency reserves. 


General Insurers 


It is now proposed that the adjustment arising out of the revised treatment 
of unearned premium reserves be phased in over a 10-year period and that 
contingency reserves be included in income over the same period as original- 
ly proposed. 
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Technical Changes in the Income Tax Act 


The March 31 budget proposed a number of amendments affecting busines 
income and corporations. Technical changes are proposed in these areas. 
Some modifications are reflected in the Notice of Ways and Means Motion 
and others will be included in the implementing legislation. The principal 
changes include: 


a two-year extension of the time for filing an election on certain 
transfers of property to a corporation by a shareholder; 


an extension to non-resident portfolio investors of the treatment 
proposed for stock dividends of public corporations; 


a restriction of the proposal to eliminate the capital dividend accou 
of a corporation on a change of control to those circumstances in 
which a foreign-controlled corporation becomes a Canadian- 
controlled private corporation; 


an extension of the rules governing the distribution before 1979 of 
corporation’s 1971 capital surplus to distributions out of contribut 
surplus; 


a change in the rate of interest required to be included in the incon 
of a corporation on certain loans to non-residents from 5 per cent t 
the rate prescribed for underpayments and overpayments of tax; 


a clarification of the order in which the various deductions for 
exploration and development expenses may be claimed. 
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